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SUBJECT: FISCAL MEASURES AND INCOMES POLICY CONSIDERA- 
TIONS IN THE U.K. BUDGET 

SUMMARY. THE APRIL 6 BUDGET CONTAINS AN UNPRECEDENTED 
LINK BETWEEN FISCAL POLICY AND INCOMES POLICY. BY CLEAR- 
LY LINKING THE EXTENT OE INCOME TAX RELIEE TO THE LEVEL 
OE THE NEXT PHASE OE WAGE RESTRAINT, THE CHANCELLOR HAS 
GAMBLED ON A POLICY DESIGNED TO ACHIEVE YET A FURTHER 
HALVING OE BRITAIN'S RATE OF INFLATION BY THE END OE 1977. 
END SUMMARY 

1 . THE EISCAL MEASURES OUTLINED BY THE CHANCELLOR COM- 
BINED ABOUT 370 MILLION POUNDS IN INDIREXT TAX INCREASES 
ON ALCOHOL, TOBACCO, AND PETROL, WITH 370 MILLION POUNDS 
OP UNCONDITIONAL DIRECT TAX RELIEE AIMED LARGELY AT THE 
ELDERLY, CHILDREN AND WIDOWS WITH AN ADDITIONAL 930 MIL- 
LION POUNDS OF FURTHER TAX RELIEE CONDITIONED ON THE AC- 
CEPTANCE OF A 3 PERCENT WAGE LIMIT BY ORGANIZED LABOR. 

2. THE CHANCELLOR AGREED THAT THE SIZE OP THE CONDITION- 
AL TAX RELIEE WOULD DEPART PROM THE 930 MILLION FIGURE TO 
THE EXTENT THAT THE WAGE RESTRAINT AGREEMENT DEPARTED 
PROM 3 PERCENT. HE STATED THAT THE PUBLIC SECTOR BORROW- 
ING REQUIREMENT (PSBR) WOULD RISE TO 12 BILLION POUNDS IF 
THE TAX RELIEF UNDER A 3 PERCENT WAGE LIMIT WERE ENACTED, 

A RISE OP SOME 0.8 BILLION FROM THE 1 1.2 BILLION POUND 

PSBR WHICH WOULD RESULT WITH THE 370 MILLION POUND OPP- 
SETTING TAX PACKAGES TO BE IMPLEMENTED WHATEVER THE OUT- 
COME OF THE WAGE NEGOTIATIONS. 

3. THE POLLOWING PARAGRAPHS OUTLINE THE PROPOSED TAX 
CHANGES CONTAINED IN THE BUDGET MESSAGE. 

- TAX INCREASES 
A. EXCISE TAXES 

SPIRITS - AN ADDITIONAL 32 P PER STANDARD 
BOTTLE (EXPECTED ADDITIONAL REVENUE 25 MILLION 
POUNDS) 

BEER - AN ADDITIONAL I P PER PINT (EXPECTED 
ADDITIONAL REVENUE 95 MILLION POUNDS) 

WINE - AN ADDITIONAL 6 P PER STANDARD BOTTLE 
LIMITED OPPICIAL USE 
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OF TABLE WINE AND UP TO 12 P PER STANDARD BOTTLE 
OF FORTIFIED WINE (EXPECTED ADDITIONAL REVENUE 25 
MILLION POUNDS) 

CIDER - A NEW DUTY OF 3 P PER PINT (EXPECTED 
ADDITIONAL REVENUE OP 10 MILLION POUNDS) 

CIGARETTES - ABOUT 3 P MORE PER PACKET OF 
20 (EXPECTED ADDITIONAL REVENUE 1 15 MILLION 
POUNDS) 
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PETROL AN INCREASE OF 7.5 P PER GALLON IN 
THE HYDROCARBON OIL DUTY OFFSETTING THE REDUCTION 
FROM 25 TO 12.5 PERCENT IN VAT. THE NET EFFECT 
IS TO INCREASE THE TAX ON GASOLINE BY 1 P PER 
GALLON. 


B. CHANGES IN THE VAT 

A REDUCTION IN THE 25 PERCENT RATE ON LUXURY 
GOODS TO 12.5 PERCENT (NET COST 175 MILLION 
POUNDS). THESE CHANGES IN INDIRECT TAXATION ARE 
LARGELY IN LINE WITH PRE-BUDGET EXPECTATIONS AL- 
THOUGH THE HALVING OF THE LUXURY LEVEL VAT TO 
12.5 PERCENT WAS MORE THAN THE 5 PERCENT THAT 
MOST OBSERVERS EXPECTED AND SHOULD PROVIDE A 
FILLIP TO THE DEPRESSED CONSUMER APPLIANCE SEC- 
TOR. IN THIS CONNECTION THE CHANCELLOR WARNED 
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CREASE EXPORTS OE COLOR TELEVISION SETS TO THE U.K. 

4. THE CHANCELLOR PROPOSED A PACKAGE OF UNCONDITIONAL 
TAX RELIEF INCLUDING A LIBERALIZATION OF ALLOWANCES FOR 
TAX PAYERS OVER 65, AN INCREASE IN THE INCOME THEY MAY 
EARN BEEORE BECOMING SUBJECT TO TAXES, AND HIGHER ALLOW- 
ANCES EOR CHILDREN AND SINGLE WOMEN PENSIONERS UNDER 65 
AND WIDOWS, THUS BRINGING THE TOTAL RELIEF FROM DIRECT 
TAXATION TO 370 MILLION POUNDS. 

5. HOWEVER, THE KEY TO THE BUDGET LIES IN THE RELIEF 
PROMISED BY THE CHANCELLOR IN THE AREA OF DIRECT TAXATION. 

IF THE 3 PERCENT WAGE NORM WERE ACCEPTED, FURTHER TAX RE- 
LIEF WOULD BE ENACTED IT WOULD CONSIST OF INCREASING 
PERSONAL ALLOWANCES BY 60 POUNDS FOR SINGLE PEOPLE AND 
130 POUNDS FOR MARRIED PEOPLE AND INCREASING THE THRES- 
HOLDS FOR HIGHER MARGINAL TAX RATES BY 500 POUNDS FOR 
THOSE EARNING BETWEEN 5,000 AND 8.500 POUNDS. THE HIGH- 
ER THRESHOLDS MEAN THAT THE MARGINAL TAX RATE INCREASES 
FROM 35 TO 40 PERCENT AT 5,000 POUNDS RATHER THAN 4,500 
WITH EACH SUCCEEDING THRESHOLD THROUGH 8,500 POUNDS BE- 
ING SIMILARLY RAISED. 

6. THESE CONDITIONAL TAX MEASURES ARE AIMED AT PROVIDING 
ADDITIONAL DISPOSABLE INCOME IN RETURN FOR A LOWER WAGE 
NORM. THE CHANCELLOR EXPLAINED THAT THEY WERE TAILORED 
TO PERMIT THOSE AT THE LOWER END OE THE INCOME SCALE AND 
THOSE WITH LARGER EAMILIES TO ACHIEVE GREATER GAINS IN 
REAL INCOMES THAN WOULD BE ACHIEVED EROM A HIGHER NOMINAL 
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WAGE INCREASE. 

7. THE CHANCELLOR TRIED TO SWEETEN THIS OFFER EVEN FUR- 
THER BY OBSERVING THAT THE PROPOSED TAX RELIEF WOULD BE- 
GIN AS SOON AS THE 3 PERCENT WAGE NORM WAS AGREED. (HE 
ASKED THE TUC TO GIVE ITS REACTION BY EARLY JUNE.) HOW- 
EVER, ANY WAGE INCREASES DERIVING FROM SOME OTHER HIGHER 
NORM THAT WOULD PRECLUDE TAX RELIEF WOULD NOT BE RECEIVED 
UNTIL PRESENT WAGE SETTLEMENTS WERE RENEGOTIATED MAINLY 
DURING THE FIRST HALF OF 1977. 

8. IN THE ABSENCE OF AGREEMENT ON THE 3 PERCERT NORM, 
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THIS BUDGET CAN BE DESCRIBED AS NEUTRAL IN TERMS OF OVER- 
ALL DEMAND IF NOT SLIGHTLY DEFLATIONARY. THE ESTIMATE OF 
PUBLIC SECTOR BORROWING REQUIREMENT OF 11.2 BILLION 
POUNDS IMPLIES A DECLINE IN REAL TERMS IN OVERALL PUBLIC 
SECTOR CLAIMS OF BETWEEN 1 AND 2 PERCENT OF GDP ON RE- 
SOURCES GIVEN THECHANCELLOR'SESTIMATE OF A GROWTH IN OUT 
PUT OF 3.50 PERCENT OVER THE NEXT 12 MONTHS. 

9. THE WIDENING OF THE PSBR AND THE MILD REFLATION RE- 
SULTING FROM THE TAX CONCESSIONS COMING IN THE WAKE OF 
A 3 PERCENT PAY NORM IS MANAGABLE, ESPECIALLY IF THERE 
IS A REAL PROBABILITY THAT INFLATION CAN BE REDUCED TO 

5 TO 7 PERCENT BY THE END OF 1977. 

10. THE BUDGET MESSAGE PERMITS A COMPARISON OF THE REV- 
ENUE ESTIMATES WITH PROPOSED PUBLIC EXPENDITURE. ITS 
MINOR ADDITIONS TO THE EXPENDITURE PROGRAM IN THE PUBLIC 
EXPENDITURE WHITE PAPER ANNOUNCED IN FEBRUARY (SEE PARA- 
GRAPH 1 1 OF WHITE PAPER) SUGGEST THAT OVERALL SPENDING 
WILL BE ABOUT 600 MILLION POUNDS (1.3 PERCENT) HIGHER 
THAN IN THE PREVIOUS FISCAL YEAR. THE REVENUE ESTIMATES 
BASED ON THE CHANCELLOR'S ASSUMPTIONS OF 3.5 PERCENT 
REAL GROWTH, 10-12 PERCENT INFLATION AND THE 370 MILLION 
POUND PACKAGE OF TAX INCREASES AND OFFSETTING TAX RE- 
LIEF MAKE A ROUGHLY UNCHANGED PUBLIC SECTOR BORROWING 
REQUIREMENT IN ABSOLUTE TERMS A REASONABLE EXPECTATION. 
ESTIMATES OF FISCAL DRAG DEVELOPED IN A STUDY BY TWO 
ECONOMISTS AT LLOYDS BANK INDICATE THAT THE FISCAL DRAG 
PROVIDED BY INFLATION AND GROWTH OF THE ORDER OF MAGNI- / 
TUDE EXPECTED BY MR. HEALEY WOULD GENERATE ABOUT 700 
MILLION POUNDS OF ADDITIONAL TAX REVENUES WHICH IS CON- 
SISTENT WITH THE INCREASES IN EXPENDITURE ANTICIPATED 

IN THE 1976/77 FISCAL YEAR. 

1 1 . IN KEEPING WITH THE GOVERNMENT'S PRIORITY ON IM- 
PROVING THE INVESTMENT CLIMATE, THE CHANCELLOR ANNOUNCED 
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A SERIES OE MEASURES DESIGNED TO REMOVE MUCH OE THE UN- 
CERTAINTY THAT HAS BEEN A EACTOR IN HOLDING UP NEW IN- 
VESTMENT. THESE MEASURES INCLUDE: 

- A EURTHER TWO YEARS OE TAX RELIEE ON INVENTORY 
PROEITS WITH A LIBERALIZATION OF THE BASIS ON 
LIMITED OEEICIAL USE 
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WHICH THE BASE IS CALCULATED 
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PRECIATION ALLOWABLE IN THE FIRST YEAR OF AN IN- 
VESTMENT 

- AN ABOLITION OF THE 2 PERCENT STAMP TAX ON 
SALES OF CORPORATE BONDS. 

12. OFFSETTING THESE IMPROVEMENTS WERE NEW POWERS TO 
DEAL WITH TAX EVASION AND TAXATION OF HITHERTO UNTAXED 
FRINGE BENEEITS SUCH AS COMPANY CARS AND LOW INTEREST 
LOANS. THE CHANCELLOR ANNOUNCED SOME MODIEICATIONS 
AND EASING OF THE CAPITAL TRANSFER TAX AS IT AEFECTS 
SMALL BUSINESS AND REDUCED THE BURDEN OF CORPORATION IN- 
COME TAXES ON SMALL BUSINESS. 

13. IN A FURTHER ATTEMPT TO STIMULATE EMPLOYMENT THROUGH 
MICROECONOMIC MEASURES ALONG THE LINES OF THE THREE PACK- 
AGESANNOUNCED IN SEPTEMBER 1975 AND FEBRUARY 1976, THE 
CHANCELLOR ANNOUNCED A FT TRTHERT TBF.R AT ,17, ALTON OF THE TEM- 
PORARY EMPLOYMENT SUBSIDY FROM 10 TO 20 POUNDS PER WEEK 
PER EMPLOYEE NOT LAID OFF AND EXTEND/ED THIS PROGRAM 
THROUGH THE END OF 1977. IN ADDITION, A FURTHER 40 MIL- 
LION POUNDS WOULD BE MADE AVAILABLE FOR INDUSTRIAL IN- 
VESTMENT SCHEMES. 

14. THE ELEMENTS OF THE BUDGET CONCERNING INVESTMENT 
ARE NOTEWORTHY FOR THE CARE EXERCIZED BY THE CHANCELLOR 
IN BALANCING THE COMPETING DEMANDS OF BUSINESS AND LABOR. 
HE WENT FAR IN MEETING THE REPEATED CALLS FROM CBI TO 
CREATE A STABLE INVESTMENT CLIMATE BY PROMISING NO 
CHANGE OVER THE NEXT 2 YEARS IN GOVERNMENT POLICY ON THE 
TAXATION OE INVENTORY PROFITS THIS WAS BALANCED BY HIS 
AGREEMENT TO STUDY A TUC PROPOSAL FOR A COUNTERCYCLICAL 
INVESTMENT SCHEME SIMILAR TO THE ONE EXISTING IN SWEDEN. 

HE RESPONDED TO LABOR PRESSURES TO DO SOMETHING ABOUT 
UNTAXED FRINGE BENEFITS AND TO IMPROVE THE SIZE OE PEN- 
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SIGNS WHILE AT THE SAME TIME ACCEDING TO BUSINESS DE- 
MANDS TO REDUCE THE RATE OE VAT ON CONSUMER DURABLES. 
THESE TRADE-OFFS ARE NO DOUBT DESIGNED TO WIN BROADLY- 
BASED NATIONAL SUPPORT FOR THE ENTIRE PACKAGE MR. 

HEALEY HAS GAMBLED THAT THERE IS ENOUGH IN THE OVERALL 
PACKAGE EOR EACH GROUP THAT IT WILL BE PREPARED TO ACCEPT 
SOMETHING LESS THAN COMPLETE SATISEACTION IN THE GREATER 
LIMITED OFFICIAL USE 
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INTEREST OF THE COUNTRY AS A WHOLE IT WILL BE SEVERAL 
MONTHS BEEORE EITHER MR. HEALEY OR ANYONE ELSE KNOWS 
WHETHER HE HAS WON. 

ARMSTRONG 
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